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Q Pl ease state your nane and busi ness address.
A. My nane is John R. Gale and ny business

address is 1221 West | daho Street, Boise, |daho.

Q By whom are you enpl oyed and i n what
capacity?
A. | am enpl oyed by | daho Power Conpany (| daho

Power or the Conpany) as the Vice President of Regulatory
Affairs.

Q Pl ease descri be your work experience.

A. In October 1983, | accepted a position as
Rate Analyst with | daho Power Conpany. [In March 1990, |
was assigned to the Conpany’s Meridian District Ofice for
one year where | held the position of Meridian Manager. In
March 1991, | was pronpoted to Manager of Rates. In July
1997, | was naned General Manager of Pricing and Regul atory
Services. In March of 2001, | was pronmoted to Vice
Presi dent of Regulatory Affairs. As Vice President of
Regul atory Affairs, | amresponsible for the overall
coordi nation and direction of the Pricing & Regul atory
Departnment, including devel opment of jurisdictional revenue
requi renments and class cost-of-service studies, preparation

of rate design anal yses, and adm nistration of tariffs and

GALE, D 1
| daho Power Conpany



10

11

12

13

14

15

16

17

18

19

20

21

22

customer contracts. In ny current position, | am
responsi ble for policy matters related to the econonic
regul ati on of |daho Power Conpany.

Q What role did you play in the preparation of
t he general rate case?

A. My role in the preparation of the general
rate case was to oversee, nanage, and coordinate the filing
and to make the policy decisions related to regul atory
matters.

Q VWhat was your interaction with the other
Conpany witnesses?

A | discussed the content and preparation of
the witnesses’ testinony and exhibits. | was assisted in
this effort by Ms. Maggie Brilz and M. Greg Said, along
with the Conpany’s regulatory attorneys directed by M.
Barton Kli ne.

Q Pl ease provide an overvi ew of the Conpany’s
general rate case filing.

A. The Conpany | eads with M. LaMont Keen, our
Presi dent and COO. M. Keen speaks to the Conpany’s
financial condition and its managenent performance in

recent years. M. Keen is our primary policy witness. Qur
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next witness is M. WIIliam Avera, who has been retai ned by
t he Conpany as our return on equity (ROE) expert. M.
Avera also performed this function for |daho Power in our
| ast general rate case. M. Avera's recommended ROE range
beconmes an input to M. Dennis Gibble’ s considerations.
M. Gibble selects an ROE point estimte and incl udes that
with the test year capital structure to derive the proposed
overall rate of return.

Ms. Lori Smith then testifies to the financial
i nputs, both actual and estimated, that beconme our initial
starting point for the systemdata for the 2003 test year.
Ms. Smith includes system adjustnments for deductions to
certain expenses not allowed in rates, annuali zing
adjustnments to expenses and rate base, known and neasurabl e
adj ustnments to expenses and rate base, and other
adj ustnments to revenues, expenses and rate base rel ated
primarily to past Idaho Public Utilities Conmm ssion (IPUC
or the Comm ssion) orders. M. (Cbenchain takes Ms. Smth’'s
data, M. Gibble s return recommendation, M. Said s
normal i zed net power supply expenses, along with other
sel ected inputs and prepares the jurisdictional separation

study (JSS). The JSS, as its nane states, separates system
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val ues for rate base, revenues, and expenses for each state
and federal jurisdiction by an assignment and allocation
process. One result of the JSS is the Idaho retai
jurisdictional revenue requirenent.

As stated before, M. Said provides the normalized
net power supply expenses for the test year. M. Said al so
addresses the requisite changes needed to the Conmpany’s
Power Cost Adjustnent as a result of changing the
normal i zed net power supply expenses in |Idaho Power’s Base
Rat es.

Ms. Brilz takes the Idaho retail jurisdictional
out put from M. CObenchain and further separates costs by
custoner class and special contract through a class cost of
service (CCOS) study. Additionally, M. Brilz proposes
price changes to the customer classes that are consistent
with the Conpany’s ratemaki ng objectives and recover the
Conpany’s |l daho revenue requirement. Ms. Theresa Drake
addresses additional changes to |daho Power’s tariffs and
non-recurring charges.

Ms. Susan Fullen provides information regarding a
variety of |Idaho Power’s custoner-related activities,

including the results of recent custoner satisfaction
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surveys. Finally, | finish the direct case addressing
regul atory policy issues.

Q What was | daho Power Conpany’ s executive
managenent invol venment with the preparation of the genera
rate case?

A. | daho Power’s Office of the Chief Operating
O ficer, consisting of the Conpany’ s President, Senior Vice
President of Delivery, Vice President of Power Supply, Vice
Presi dent of Corporate Services, and nyself along with the
Chi ef Financial Officer, served as the oversight group.

Q VWhat are the policy issues related to the
preparation of the test year financial information?

A The policy decisions related to the
preparation of the general rate case include the selection
of the test year, the decision to use a split year, the
treatment of annualizing adjustnments, and the treatnent of
known and measur abl e adj ust nents.

Q VWhat is the Conpany’s test year?

A. The Conpany’s test year is the 12 nonths

endi ng Decenber 31, 2003.

Q Why did you choose 2003 as the test year?
A. Using a test year of 2003 provides the nost
GALE, DI 5
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recent information available as to the Conpany’s expenses
and investnments. The year captures increased |evels of
capital and O&M spending that are needed to fund our
utility infrastructure. The year also provides a clear
break with our past affiliate transactions w th | DACORP
Energy (I1E).

Q VWhy did the Conpany choose to file with a
split test year that used both actual and estinmated data?

A. The split test year using six nonths actual
and six nonths estimated data offers rate recovery cl oser
to the tine that costs are incurred, allows the timng of
general rate changes to be coordinated with and potentially
m tigated by PCA changes, and provi des the Conm ssion an
opportunity to see actual information for the whole year
before issuing its final order

Q VWhat was the basis for making annuali zi ng
adjustnments to rate base for 2003?

A. The annual i zi ng adj ustnments to rate base for
2003 are related to electric plant in service itens closing
to book during the last half of 2003. These itens and
their related inpacts (such as depreciation and property

tax) were treated as if they were in place for a ful
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t wel ve nont hs.

Q Pl ease descri be the annuali zi ng adj ust nent
to the 2003 operating expense related to payroll.

A. The annualizing adjustnment to the 2003
operating expense related to payroll, changes the payroll
expense to an anount reflective of what it would have been
had t he year-end payroll expense been in existence for the
full year in 2003.

Q VWhat was the Conpany’s basis for including
known and neasurable additions to its rate base?

A The Conpany included only assets of a
mat eri al size that were planned to close to the books
before June 1, 2004. These assets are nmjor projects
related to transm ssion and transm ssion substation. The
Conpany chose June 1, 2004 as the cutoff for known and
measur abl e pl ant adjustnments because that is the date that
t he proposed rates are expected to beconme effective if the
Conmmi ssion uses the full time to issue its order.

Q Pl ease describe the rationale for including
a known and neasur abl e adjustnent to operating expense for
enpl oyee i ncentives.

A. Since the | ast general rate case, |daho
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Power has made a material change in the manner in which it
conpensates its enployees. Starting in 1995, the Conpany
nodified its existing “cash” conpensation to include an

el ement of “pay at risk”. The new plan continues to
provide a fixed base salary, but now includes the potenti al
for an incentive. Since the incentive can vary from year
to year according to Conpany and enpl oyee perfornmance,
using the actual incentive anpunt as part of the test year
conpensation can be m sl eading. Because the range of
potential outcones is large, a normalized nunber is nore
reflective of ongoing conpensation than an actual anount.

Q VWhy do you use the term “pay at risk”?

A Before the incentive was introduced, the
Conpany targeted its base pay upon the 60th percentile of
the relevant | abor nmarket rate for the specific job
category. After the incentive was added to the
conpensati on package, the benchmark for the base pay was
reduced to the 50th percentile. The difference between the
two percentile | evels becane the pay at ri sk,

Q What is the difference between the two
percentile levels worth in percentage terns?

A. Based upon our 2002 wage information, the
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difference is approximately 7 percent. This figure can
vary slightly fromone year to the next based on changes in
the market place, but in general the market changes are not
| arge enough to cause significant change.

Q Why did you make a known and neasurabl e
adjustnent related to salary structure?

A. The known and neasurabl e expense related to
salary structure adjusts payroll expense to account for an
enpl oyee general wage adjustnment (GWA) at year-end 2003.
The adjustnment for the GM was 3 percent.

Q VWhat was the basis for the Conmpany known and
measur abl e for pension costs?

A There are three options which reflect the
cost of providing pension benefits to our enployees: (1)
Pay As You Go, (2) Service Cost, and (3) Pension Expense.
The Pay As You Go reflects the actual benefits paid to
enpl oyees receiving pension benefits during the rel evant
time period. The Service Cost benefit amount reflects the
cost to provide a new year of benefits to enpl oyees. The
Pensi on Expense nethod reflects the cost to provide the
benefits including the volatility of nmarket novenents that

i npact the pension plan assets and the inpact of interest
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rate nmovenents. Using the Service Cost nethod for
rat emaki ng purposes renoves the market volatility and
interest rate volatility, while quantifying the annual cost
of providing a new year of benefits to enployees. The test
year information was adjusted to reflect service costs for
2003, which the Conpany believes to be nore representative
of our pension costs going forward.

Q How have the Operating Revenues of the
Conpany been adj usted?

A. The Operating Revenues are primarily
adj usted through the normalizing adjustnments to the
Conpany’s net power supply expenses as a result of nultiple
wat er conditions discussed by M. Said. Oher known
changes to tariffs or contracts were also included either
in the test year revenues or adjustnents to the test year.
Sal es revenues for the test year 2003 were based on weat her
normalized retail sales for the first six nonths and
estimated normalized sales for the later six nonths.

Q What are the policy issues related to the
rate spread and rate design proposed by the Conpany?

A. The policy issues related to rate spread and

rate design are that rates should be primarily cost- based,
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adjustnments to the rate spread, an enphasis on fixed cost
recovery, and the introduction of time-of-use pricing (both
seasonal and diurnal).

Q What is the Conpany’s phil osophy on setting
rates?

A. In the | ast several general rate cases, the
Conpany’s primary approach to ratenmaking has been to
reflect costs as accurately as possible in setting its
tariff rates. Accordingly, the Conpany’ s ratenmaking
proposal s usual ly advocate nmovenent toward cost-of-service
results which assign costs to those custoners that cause
the Conpany to incur the costs. The Conpany realizes that
there are other ratenmnaking objectives, such as ability to
pay, that the Comm ssion may consider in making its
det erm nati on. However, the Conpany believes that the best
starting point for Conmm ssion deliberations is an econom c
one. Neverthel ess, some ratenmking situations cause such
abrupt change, the Conpany has proposed sone limts to the
movenent toward cost-of-service.

Q How di d you approach rate spread anong the
custoner classes and special contracts?

A. Rate spread is a termthat refers to the

GALE, D 11
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division of the jurisdictional revenue requirenment into

i ndi vi dual revenue requirenents for each custoner class and
special contract. Each special contract is essentially a
rate class of one custonmer. The CCOS results are one neans
of performng rate spread. Please refer to Exhibit No. 61
a four-page exhibit that steps through the revenue

requi renment allocation process fromthe CCOS results to the
Conpany’s ultimte proposal for each custoner class and
special contract. Page 1 of Exhibit No. 61 is the

prof ormed nornmalized test year sales and revenues. Page 2
indicates the adjustnents in ternms of percentages and
dol l ars that would be nmade to each custoner class to obtain
the results indicated by the CCOS. A pure CCOS rate spread
woul d nean a 67.1 percent increase to the irrigation
customer class. Page 3 constrains the changes to the
revenue allocations in order to mtigate the nmagnitude of
the rate increase to the irrigation custoner class. A 25
percent limt is placed on the increase to irrigation,
while the small unnetered classes are held at zero instead
of the decreases indicated by the CCOS. Page 4 spreads the
revenue shortfall created by the mtigation back to the

ot her custoner classes, so that the total |daho
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jurisdictional target revenue can be obtained.

Q Has t he Conpany’s cost-based approach
i nfluenced other rate design proposal s?

A. Yes, the cost-based approach has led to rate
desi gn proposals that better align fixed costs with fixed
prices and variable costs with variable prices. Ideally an
energy rate that corresponds to our energy costs would help
address a nunber of rate-related issues, including net
metering and custoner conservation deci sions. The enphasis
on noving fixed and variable prices to be nore reflective
of fixed and variable costs led to the Conpany’s proposals
to increase the nonthly service charge for residential and
smal | general service customers. Since these custoners are
not demand netered, the service charge is the only fixed
rate conponent avail able to adjust and thus beconmes nore
important as a tool for fixed cost recovery. The increases
to the service charges are a noderate step toward better
al i gnnment of costs and prices. However, as described by
Ms. Brilz, there is still a long way to go.

Q Did the Conpany’s cost-based approach
i nfl uence any ot her ratenmaking proposal s?

A. Yes, the cost-based approach al so influenced
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our decision to propose seasonal and time-of-use rates for
certain custoner groups. Both types of tine-based rates
all ow for the incorporation of time-based cost differences
into the Conmpany’s pricing.

Q Shoul d the Conpany’s seasonal rate proposals
be adopted, is there a related i ssue concerning the
Conpany’s Power Cost Adjustment (PCA)?

A. Yes, because the sumer season is proposed
to begin on June 1 and the current PCA is scheduled to
change on May 16, the Conpany believes it would be best to
consolidate the two rate change dates into one. As M.
Said states in his testinony, we are proposing to nove the
start date for each year’s PCA to June 1. 1In addition, the
change woul d give the Comm ssion the benefit in the future
of an extra two weeks to process the annual PCA
appl i cati on.

Q How has depreci ati on expense been treated in
the rate filing?

A. The depreciation expense in the Conpany’s
general rate request includes the depreciation rates
contained in the Conpany’'s application filed with this

Comm ssion on May 6, 2003 in Case No. |IPC-E-03-07. Since
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that time, a stipulation has been reached anong the parties
regarding that case and filed with the I PUC on Cctober 9,
2003. (Should the IPUC approve that stipulation, the
overall requested revenue requirenment woul d adjust downward
to incorporate the final action).

Q Have t he Conpany and Conm ssion Staff
attempted to settle other rate issues recently that nmay
have an inpact on the general rate case?

A. Yes. The Conpany, the Commi ssion Staff, and
the I ndustrial Custoner of |daho Power have reached verba
agreenment regarding the final settlenent of issues in Case
No. |IPC-E-01-16, a case pertaining to the relationship
between | E and | daho Power, including appropriate
conpensation to be paid by IE to Idaho Power for the use of
| daho Power’s transm ssion and capacity resources. |If
approved, the settlenment of Case No. |IPC-E-01-16 will bring
past issues between |daho Power and |E to closure.

Q Are you generally famliar with the
Conpany’s recent managenent efforts in the areas of
stewardshi p of the system custoner service, demand-side
managenent, and financing activity?

A. Yes. As described in detail by M. Fullen,
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t he Conpany has inplemented a new busi ness nodel that
better serves custoners. That nodel includes changes that
i nproved out age managenent and conmuni cation systens,

i nproved custonmer service systens throughout the Conpany’s
service territory, denonstrated performance of our netering
and billing systens, renewed focus on demand-si de
managenent prograns, and inproved custoner satisfaction
results.

On the financial side of the business, the Conpany
has utilized avail able opportunities to refund vari ous
i ssues of both long-term debt and preferred stock on a
cost-effective basis. This has resulted in significantly
| ower enbedded costs. At the time of the Conpany’s | ast
| daho general rate case, the Conpany’s overall cost of debt
capital was 8.024 percent. The Conpany’s current cost of
debt capital is 5.983 percent. M. Gibble speaks to the
financing efforts in his testinony.

And despite all the stresses on the system both
internal (heightened enphasis on reliability, increased
demand for infrastructure investnents, increasing
relicensing costs, poor cash flow, and negative earnings

inplications) as well as external (major drought, out of
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step inflation in energy markets, market chaos, and the
event ual exodus of credit worthy counterparties and

i nvestnment dollars), in the end, |1daho Power has honored
its obligation to serve our custoners and keep the lights
on at a reasonable price. M. Keen's testinony describes
t hese activities and results in greater detail.

Q Are there other instances of Conpany
managenent deci sions that have been helpful to its
custoners?

A. Yes. | would like to highlight two other
areas in which the Conpany has made great strides. The
first is our Green Power Program and the second is |daho
Power’ s devel opment of a conprehensive risk nanagenent
policy over the last two years.

Because of |daho Power’s hydroel ectric resources,
our custoners get nost of their electricity froma resource
that’s virtually em ssion-free. Wth the establishnment of
our Green Power Program customers have yet another
em ssion- free alternative -- wind power. The G een Power
Programis a voluntary programthat allows |Idaho Power
custoners to add any dol |l ar anount they choose to their

power bills to purchase resources fromthe Stateline Wnd
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Project. The Conpany has sponsored mnultiple canpaigns

ai med at generating awareness and encouragi ng custonmers to
enroll in the program Enrollnment in the two-year-old
program has grown nearly 20 percent since the |ast canpaign
bringi ng the nunmber of participating subscribers to al npst
2000.

The second area of Conpany business that | would
like to highlight is risk managenent. It becane clear to
t he Conpany’ s Ri sk Managenent Commttee (RMC) during the
2000- 2001 Energy Crisis that our risk managenent techni ques
for dealing with the market and the associ ated drought
wor ked well in nost cases but not in all. Learning from
this experience, the Conpany acquired new energy, mde
investment to increase capacity and reliability throughout
t he system adopted nore conservative financial policies,
and devel oped and inplenmented a state-of-the-art risk
managenent policy. This collaborative risk nanagenent
strategy protects against adverse novenents in net power
supply costs and manages the cost of energy supply with

respect for the risk tolerance of stakeholders. Together,

these strategies will lead to nore stable rates.
Q Do you believe it is in the public interest
GALE, DI 18
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for the Comm ssion to recogni ze these managenent efforts in
setting | daho Power rates?

A. Yes. Traditionally, this is done by the
Conmm ssi on addi ng basis points to the authorized rate of
return.

Q In its general rate application, is the
Conpany requesting additional basis points inits
aut horized rate of return on equity to recogni ze good
managenment performance?

A. No.

Q How woul d t he Conpany |ike to be recognized
by the IPUC for its managenent performance?

A The Conpany would like to be recognized
through tinely and positive consideration of our rate
relief request.

Q Is it your opinion that the granting of the

rate relief proposed by the Conpany is in the public

i nterest?
A. Yes.
Q Does this conclude your testinony?

Yes.
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